
 

 

BANK RECONCILIATIONS (LIVE)             7 MAY 2015 

Section A: Summary Content Notes 

Bank reconciliation procedure: 

At the end of every month, a business will compare its bank statement to the bank account in the General 
Ledger.  These figures should match; however, it is possible that there are discrepancies between the 
General Ledger figure and the Bank Statement figure.  The business should account for these differences 
by both updating its books and preparing a bank reconciliation statement. 

There are two types of discrepancies that can exist between the Bank Statement and the books of a 
business: 

a. Something appears on the Bank Statement but not in the books of the business.  In this 
case, we enter the missing transaction either in the CPJ or in the CRJ of the business in order to 
update our books. 

b. Something appears in the books but not on the Bank Statement.  In this case, we record the 
amount on the Bank Reconciliation Statement and check next month whether the amount has 
been updated. 

The following table shows the procedure clearly: 

ITEMS ON THE BANK STATEMENT THAT ARE NOT IN THE BOOKS: 

 

Enter these in the CRJ / Dr side of the Bank 
Account: 

Enter these in the CPJ / Cr side of the Bank 
Account: 

Direct deposits 

EFTs received by the business 

Interest on current account (credit interest) 

Stale cheques that must be cancelled 

Dishonoured (r/d) cheques 

Bank charges (add them all together) 

Interest on overdraft (debit interest) 

Debit orders 

Stop orders 

 

Some questions will ask you to complete the CRJ and the CPJ, while in other questions you are required 
to update the General Ledger and make the entries directly in the business’ bank account. 

One very important thing to remember about the Bank Reconciliation Statement is that items in this 
statement are recorded from the point of view of the bank.   You must ensure that you understand why 
certain items are recorded on the debit side and others on the credit side.  The following points will help 
you to remember: 

 Firstly, the key thing to remember is that, if our business has a positive bank balance, we are a 

liability to the bank.  This is because the bank has to repay us the money we have in our 

account when we draw it.  Try to see it this way:  if you deposit money in the bank, it’s like lending 

money to the bank – the bank now has your money and owes it back to you!  So a positive bank 

balance appears on the credit side of the bank’s books and on the debit side of our books! 

 Now, anything we do to increase the amount of money we have in the bank means that the bank 

owes us more money than before – we have more money deposited with the bank.  This means 



 

 

that, whenever we deposit money into our account, the bank credits our account, i.e. the amount 

that they owe us increases (liabilities go up on the credit side).  In the same way, any time we 

withdraw money, it’s as if the bank is repaying its liability to us.  If we draw money from our 

account, the bank’s liability to us decreases so the amount is written on the debit side. 

 What does this mean for our bank reconciliation statement?  First, if there is an outstanding 

deposit, then the bank has not yet recorded an amount of money that is entering our account (this 

would increase the amount of money in our account).  To fix this, the bank must therefore credit 

our account.  That’s why we write outstanding deposits on the credit side of the Bank 

Reconciliation Statement. 

 The opposite is true in the case of outstanding cheques – when a cheque is outstanding, the 

bank will have to decrease our account when the bearer takes the cheque to the bank.  This 

means that the entry is written on the debit (decreasing from the bank’s point of view) side of our 

Bank Reconciliation Statement. 

 Errors can be written on either side of the Bank Reconciliation Statement – it depends whether 

the bank must increase or decrease our account.  If the bank must increase our account, the 

amount is written on the Credit side.  If the bank must decrease our account, the amount is 

written on the Debit side. 

 The final figure is what appears in our bank account in the General Ledger.  This is what we think 

we have in the bank (according to our calculations) and this is the balancing figure (i.e. it is the 

figure that makes the totals balance).  Remember that this final figure is the Balance b/d in our 

Bank account at the end of the month! 

Items that appear in the books but not in the Bank Statement are recorded in the Bank 
Reconciliation statement: 

 DEBIT CREDIT 

Dr/Cr Balance as per Bank Statement - + 

Cr Outstanding deposit  X 

Dr Outstanding cheques (figures) X  

 X  

 X  

Dr/Cr Errors - + 

Dr/Cr Balance as per Bank Account + - 

 TOTAL TOTAL 

 

At the end, the two totals have to balance!  If they don’t, then you must have made an error somewhere.  
Don’t panic if this happens to you in a test or an examination – it’s quite possible that you have made a 
small mistake somewhere.  VERY IMPORTANT: Finish the rest of the examination first before 
looking for your mistake!  If you spend your time searching for your mistake, you could end up 
not finishing the rest of the exam and you could lose many marks. 



 

 

There is an alternative format for the Bank Reconciliation Statement that you sometimes see in questions 
– it has only one column and you must make sure that you know this format too.  You are allowed to use 
either format when you do bank reconciliation.  The alternative format looks like this: 

  

Balance as per Bank Statement + / ( - ) 

Outstanding deposit + 

Outstanding cheques (figures) (     ) 

 (     ) 

 (     ) 

Errors + / ( - ) 

Balance as per Bank Account TOTAL – must match your 
bank account in the 

General Ledger! 

 

This format is actually easier than the other format – here, all you do is enter the figures as positives or 
negatives: 

 The balance as per Bank Statement can be positive or negative (use brackets if it’s in overdraft) 

 The outstanding deposits are positive – money must enter our bank account, so don’t use brackets. 

 The outstanding cheques are negative as they represent money leaving our bank account. 

 Errors can be positive or negative depending on whether they increase or decrease our account. 

 You should now add all the figures in the last column up and get a total.  This total is your balance as 

per Bank Account and can be positive or negative – check that it matches the answer that you have 

in your General Ledger! 

 Notice that in this format there is no total column that must balance – you are correct when the figures 

in the last column add up to match the balance in your Bank Account.  Familiarise yourself with both 

of these methods of doing Bank Reconciliation. 

Remember that a Bank Reconciliation Statement is a very important internal control procedure – you 
should do this every month to check that there are no large outstanding deposits or outstanding cheques 
that are causing discrepancies between your books and the bank statement.  The Bank Reconciliation 
Statement can help a business detect fraud and other unethical behaviour, so it should be done on a 
regular basis.  



 

 

Different types of cheques that affect the Bank Reconciliation Statement 

It is important to understand the different types of cheques that you might encounter when doing Bank 
Reconciliation – if you learn how to deal with each one, then you will be better able to answer questions in 
this section. 

 Dishonoured cheques – these cheques are cheques that you have received and entered in 

your CRJ, but that have been dishonoured by the bank.  This can be due to insufficient funds, 

mistakes, errors, incorrect dates and for various other reasons, but the bank will indicate on 

the bank statement that the cheque has not been paid.  To correct this, you simply enter the 

amount in the CPJ in the Debtors Control column – the debtor now owes you the money 

again and his account must increase, while you never received that money in the Bank so 

Bank must decrease. 

 Stale cheques – these are cheques that have not yet been presented for payment at the bank 

for six months – in other words, they are six months old or more.  These cheques can no 

longer be paid.  To deal with stale cheques, you enter them in the CRJ for whatever reason 

they were originally paid, e.g. if you paid a landlord R5 000 for rent and the cheque became 

stale, then you cancel it in the CRJ and record it as rent expense.  Often the question will not 

tell you that a cheque is stale, but will instead tell you the date the cheque was issued.  If that 

date is more than six months ago, you must know that the cheque is stale and deal with it 

accordingly.  Finally, sometimes a new cheque is issued to replace the stale cheque – if this 

happens, you must just record the new one in the CPJ again (after cancelling the stale one in 

the CRJ). 

 Lost or stolen cheques – sometimes the payee loses the cheque or it is stolen.  If this 

happens, you must cancel the cheque in the CRJ (just like with a stale cheque) and issue a 

new one in the CPJ if the question tells you that a new cheque was issued.  You would also 

have to contact the bank and stop the old cheque in case the thief tries to present it at the 

bank for payment. 

 Post-dated cheques received – a “post-dated” cheque is a cheque with a date that is some 

time in the future (e.g. a cheque dated 1 May 2014 would be post-dated on 1 April).  These 

cheques can only be presented for payment on or after the date that appears on them and 

they are often used to pay debtors.  If a business receives a post-dated cheque, it cannot 

take it to the bank until the date on the cheque as it will not be paid before then.  For this 

reason, it is not recorded in the CRJ because the cash will only be received on the date of the 

cheque.  The cheque should be recorded in the post-dated cheque register and kept in a safe 

place for presentation to the bank on the due date. 

 Post-dated cheques paid – this is when a business issues a post-dated cheque to a payee.  

Unlike post-dated cheques received, we do record this cheque in the CPJ (even though it 

cannot be paid until the due date).  The reason for this is that the cheque figures in the CPJ 

must be sequential – cheque 953 must appear immediately after cheque 952 so that we are 

better able to keep track of our cheques.  Even though the cheque cannot be paid until the 

due date, we record it in the CPJ as we have issued it – however, this cheque will appear as 

an Outstanding Cheque in the Bank Reconciliation Statement until such time as it can be 

paid. 

  



 

 

Section B: Exercises 

Question 1  

Bank reconciliation with controls (25 marks, 30 minutes)  

Oliver Twist Stores is a retail concern that buys and sells food products, for both cash and on credit, 
located in the small town of Clarens in the Orange Free State. K Mbina has been called in to assist the 
temporary bookkeeper in answering some questions the management have on the bank reconciliation 
process. 

Required 
1.1 According to the January Bank Statement, does Oliver Twist Stores have a favourable or 

unfavourable bank balance? Give a reason for your answer.  (2) 
 

1.2  Calculate the missing bank balance figure in the books of Oliver Twist Stores on 31 January 
2010. State whether this balance is favourable or unfavourable.  (8) 
 

1.3 The reconciliation statement for January shows an error that was made by the bank. 
 1.3.1 Was this error corrected by the bank? Give a reason for your answer.  (2) 
 1.3.2 Give an example of the type of error the bank could have made in this instance. (2) 

 
1.4 Explain why cheque No. 510 appears on the bank reconciliation statements for both January and 

February.  (2) 
 

1.5 K Mbina has noticed that there are large outstanding deposits on each of the bank reconciliation 
statements provided by the temporary book keeper. On investigation it appears that these funds 
were in fact received by the cashier one week before the date on the bank statement. 
1.5.1   What do you suspect the cashier is doing illegally which could result in these large 

deposits?  (2) 
1.5.2  List three internal control measures that should be implemented to ensure these types of 

problems do not recur.  (3) 
1.5.3  Discuss two steps that should be taken if K Mbina’s suspicions are confirmed.  (4) 

 

Information 

Bank Reconciliation Statement of Oliver Twist Stores on 31 January 2010 

 R 

Debit balance as per Bank Statement 41 200 

Outstanding cheques  

 No. 195 (dated 18 February 2009) 420 

 No. 456 (dated 30 November 2009) 795 

 No. 489 (dated 29 December 2009) 1 520 

 No. 509 (dated 31 January 2010) 678 

 No. 510 (dated 15 April 2010) 942 

Outstanding deposits 52 780 

Credit amount incorrectly debited on Bank Statement 275 

Balance as per bank account in the General Ledger ? 

 



 

 

Bank Reconciliation Statement of Oliver Twist Stores on 28 February 2010 

 

 R 

Debit balance as per Bank Statement 34 500 

Outstanding cheques  

 No. 456 (dated 30 November 2009) 795 

 No. 510 (dated 15 April 2010) 942 

 No. 528 (dated 18 February 2010) 550 

Outstanding deposits 39 800 

Balance as per bank account in the General Ledger 3 013 

 

Section C: Solutions 

Question 1 

1.1  
According to the January Bank Statement, does Oliver Twist Stores have a favourable or unfavourable 
bank balance? Give a reason for your answer. (2) 

 

Unfavourable balance  – bank statements show the business bank account as a debit in their books 
which means that the business owes the bank funds.  

 

 
1.2  
Calculate the missing bank balance figure in the books of Oliver Twist Stores on 31 January 2010. State 
whether this balance is favourable or unfavourable. (8) 

 

Favourable balance  

 

                                                                     

52 780 + 275 – 41 200 – 420 – 795 – 1 520 – 678 – 942 = 7 500 

 

(outstanding cheques 1 mark for all) 

 

  



 

 

 
1.3 
The reconciliation statement for January shows an error that was made by the bank. 
 
1.3.1 Was this error corrected by the bank? Give a reason for your answer. (2) 

 

Yes – the error is no longer appearing on the February bank reconciliation statement  

 

 
1.3.2 Give an example of the type of error the bank could have made in this instance. (2) 

 

Cheque drawn by another account holder incorrectly posted to Oliver Twist’s account  

Stop / debit order processed twice in error 

Error in amount deducted by the bank when processing a cheque 

Any other acceptable answer  for 2 

 

 
1.4 Explain why cheque No. 510 appears on the bank reconciliation statements for both January and 
February.  (2) 

 

Post dated cheque  – will appear on the bank reconciliation statement until such time as it can be 
presented for payment (i.e. 15 April 2010) 

1.5  K Mbina has noticed that there are large outstanding deposits on each of the bank reconciliation 
statements provided by the temporary bookkeeper. On investigation it appears that these funds 
were in fact received by the cashier before the date on the bank statement. 

1.5.1 What do you suspect the cashier is doing illegally which could result in these large deposits? (2) 

 

Any valid explanation   

Good answer        Reasonable answer      Incorrect answer 0 

 

Possible – cashier is pocketing sums of cash received (understating deposits each month). This cash is 
then ‘replaced’ with sums of money received nearer the end of the month, which is called rolling of cash. 

 

 
  



 

 

1.5.2 List three internal control measures that should be implemented to ensure these types of problems 
do not recur. (3) 

 

Cash is to be deposited on a daily basis 

Deposits to be done by someone other than the cashier (separation of duties) 

Ad hoc checks of cashier duties to be done by internal auditor / manager 

 

Any three valid answers  (one mark each) 

 

 
1.5.3 Discuss two steps that should be taken should K Mbina’s suspicions be confirmed. (4) 

 

Inform management immediately – you would not want to be implicated in any wrongdoing  

 

Disciplinary actions should follow – these should be fair and the cashier given a fair hearing 

 

Issue a letter of warning – depends on the employment contract / could face dismissal 

 

‘Fire her’ – NOT acceptable 

 

Any acceptable answer   each  

 

 

 


